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June 5, 1992

Mr. Ralph W. Hughes
Acting Executive Director
Pine Street Inn
444 Harrison Avenue
Boston, Massachusetts 02118
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RE: AUDIT NUMBER: 92-75409000^9
£?/<?,

9?

Dear Mr. Hughes:

Enclosed you will find the final report on the audit of
the shelter programs operated by your agency. This report
includes your response to the draft report.

Pine Street Inn's response has been reviewed by Nicholas
Carbone, CPA, and by Department staff. Two minor changes
have been incorporated into the final report as a result of
this review.

The Department acknowledges that the Pine Street Inn has
taken administrative action to correct some of the
deficiencies reported. The Department also notes there were
issues that had been identified by Pine Street Inn and
corrective measures begun prior to the initiation of this
audit.

Department staff agree with the contention that both Pine
Street Inn and the Department, at the time of the audit, had
recently completed a period of tremendous growth, developing
new and innovative programs responding to increases in the
homeless population across the Commonwealth.

The Department does not question Pine Street's assertion
that all revenues were used to provide services which
benefitted the homeless of the Commonwealth. The report
addresses the financial, administrative and reporting
structures within the Pine Street Inn as they pertain to the
contract with the Department.
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The Department will move promptly to resolve the issues
identified in the report and will consider any additional
allowable expenses which the Pine St. Inn may have incurred
during the audit period. This audit resolution process will
be conducted under the regulations of the Executive Office of
Health and Human Services for Audit Resolution and will
determine the precise amount of the audit disallowances and
repayment plan. A critical part of the resolution process
will be the review of the current accounting, cost allocation
and financial reporting system.

» -

The Department's resolution process allows you thirty
days to submit a final response concerning any questioned
costs and deficiencies noted in this report. Particular
attention should be given to those items noted on the-
"Summary of Significant Findings" page.

Your written response should be addressed to El lie
Giannini-Brittain, Director of Contracts and Recoveries, with
a copy to your assigned contract officer in the Department's
Shelter Resource Unit. Please reference the above contract
number when responding to the report.

Thank you for your cooperation.

Sincerely,

%'.

Claire Mclntire
Deputy Commissioner,
Financial Services

Enclosure

CC: S. Curry
E. Giannini-Brittain
R. Wakefield
T. Donovan
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NICHOLAS CARBONE, CPA
Certified Public Accountant

four longfellow place

boston, massachusetts 02114-2835

617-723-1434

Commonwealth of Massachusetts
Department of Public Welfare
Division of Contracts and Audits
600 Washington Street
Boston, Massachusetts

I have applied certain agreed upon procedures with respect to
Contract No. 75409000069 awarded to the Pine Street Inn, Inc.
for the operation of several homeless shelters for the period
March 1, 1989 to February 28, 1990, and Contract No.
75400100069 awarded to Pine Street Inn, Inc., for the same
purpose, for the period March 1, 1990 to June 30, 1990. My
procedures as outlined in the accompanying summary, included
testing selected expenditures as well as reviewing
documentation to ascertain the extent of contract compliance
by Pine Street Inn, Inc. It is understood that this report
is solely for the use of the Massachusetts Department of
Public Welfare and Pine Street Inn, Inc., and should not be
used for any other purpose.

Because the procedures performed, as outlined in the
accompanying summary, do not constitute an examination in
accordance with generally accepted auditing standards, I do
not express an opinion. In connection with the procedures
outlined in the accompanying summary, several matters came to
my attention that caused me to believe that the accounts I

reviewed should be adjusted. These matters are discussed in
the accompanying summary. Had I performed additional
procedures or had I made an examination in accordance with
generally accepted auditing standards, additional matters
might have come to my attention that would have been reported
to you.

Nicholas Carbone
Certified Public Accountant

February 14, 1991
March 10, 1992





II. BACKGROUND

Pine Street Inn, Inc. (Inn) is a private nonprofit
corporation that maintains several shelters for the homeless.
The primary shelters operated by the Inn are the Pine Street
Shelter (PSS), the Fort Point Shelter (FPS) and the St. Paul
Shelter (SPS), all of which are located in Boston,
Massachusetts. It also operated a shelter at the Braintree
Armory (BAS), located in Braintree, Massachusetts, for the
period March 1, 1989 to May 31, 1989. In connection with
PSS, the Inn also operates an outreach van. In addition, it
operates a Women and Children's Program at a facility called
the Celeste House in Plainville, Massachusetts. These
programs are supported for the most part by the Department of
Public Welfare (Department). Funding is also received from
the Department of Mental Health (DMH).

The Inn also operates the Paul Sullivan Housing Trust (PSHT),
a lodging house program, that provides a stable, permanent,
supportive residence for single men and women of limited
means. This program is supported, in part, by the Executive
Office of Communities and Development (EOCD).

The service contract under review was Contract No.
75409000069 and was dated March 15, 1990. This amendment
increased the maximum obligation under the contract by
$8,642,552.00 and was for the operation of Inn's four
shelters and the Women and Children's program for the period
March 1, 1989 to February 28, 1990. The final amendment
amount was $9,010,635.00. A budget was provided for each of
the five programs.

We also reviewed Contract No. 75400100069, which covered the
period March 1, 1990 to June 30, 1990. This contract was for
the same programs as the above contract, with the exception
of BAS. The latter terminated operations on February 28,
1990. The final amendment amount was $2,891,185.00. A
budget was provided for each of the four programs.

Because of the limited time and the number of findings that
it was necessary to develop, most of the work performed by us
was on Contract No. 75409000069, which covered the period
March 1, 1989 to February 28, 1990.

Although the field work was completed on February 14, 1991,
the final response from the Inn was not received until
March 10, 1992 (See EXHIBIT IV). The delay in issuing the
report was caused by the Inn receiving an extension of time
to respond and requesting assistance from its outside public
accountant late in the process.





III. AUDIT SCOPE AND OBJECTIVE

The review objective is to assure the Massachusetts
Department of Public Welfare (Department) that costs incurred
by the contractor have been properly charged to the contract
in accordance with the terms of the contract, applicable
Federal and State laws and Department regulations. The
review will be conducted in accordance with the Department's
guidelines for financial and programmatic reviews. Included
in the review is an appraisal of the contractor's internal
controls as they relate to the financial data reported to the
Department under the terms of the contract.

The specific objectives of the review follow:

A. Review invoices submitted to the Department to ensure
that they properly reflect the amounts due to the
contractor under the terms of the contract.

B. Review charges to the program recorded in the general
ledger to ensure that the costs are for services and
supplies as defined in the contract budget.

C. Review other sources of program support (including in-
kind) matching funds to determine that these amounts are
properly valued for the specific services as defined by
the contract budget and that the contract match
requirements are met by individual line item.

D. Question costs charged incorrectly to the Department
contract and prepare an exhibit of questioned costs.

E. Analyze and comment on the cost allocation system being
utilized for appropriateness and adequacy. Determine if
the allocation methodology utilized for the contract was
consistently applied in the Uniform Financial Statements
and Auditor's Report.

F. Analyze and comment on the provider's fund balance and
determine the contribution, if any, made by the
Department program.





IV. SIGNIFICANT FINDINGS
PREPARED BY THE DEPARTMENT OF PUBLIC WELFARE

We believe that the primary message of this report is that the
Inn's accounting system needs to be improved before the Department
and the Inn rely on it to adequately support program expenditures.
The Inn has stated that it has taken steps to improve its
accounting system and internal controls.

Unless specifically noted, the findings outlined herein pertain to
the contract period March 1, 1989 to February 28, 1990. Although
we believe that most findings pertain to both contract periods,
our review was primarily focused on the above period.

1. The Inn's administrative staff performs services for all
Inn activities; however, only $42,926.57 of the administrative
payroll costs of $1,013,793.02 were charged to other Inn
activities. In addition, the cost of operating its administrative
facilities were not allocated to other Inn operations.

The Inn stated that it concurred with the auditor's observation
that, at this stage of its development it should begin using a
cost allocation system. It stated that its historical accounting
practice for expenses associated with the development department
and PSHT has been on a direct attribution method and estimated
that the activities described by the auditor represent less than
10 percent of the total contract reimbursable expenses.

Although the Inn indicates that corrective action is being taken,
it does not address the matter of the improper charges to the
contracts reviewed.

2. The Inn did not always allocate costs to the proper
shelter. Improperly allocating costs results in the cost of a

shelter being distorted and limits the Department's budgetary
control over costs.

The Inn agreed that the accounting system should record expenses
by shelter and stated that during fiscal year 1991, it initiated
an allocation methodology for those costs not directly related to
a specific shelter.

3. In a limited review of employee leave, we found that leave
taken was not always recorded. This could have resulted in the
Department making duplicate payment for both the leave taken and
the cost of replacement personnel.

The Inn agreed that the accounting for leave needed improvement
and stated that it had improved the system. It also stated that
the auditor's sample was small and may not be representative and
that it intended to make a detailed review of this area for the
year ended June 30, 1992. 4. It appears that the Inn does not
use direct care relief properly. In the week reviewed, the Inn
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used 2.5 hours of direct care relief for each hour of absence of
direct care personnel. The excess time is equivalent to 20
employees.

The Inn stated that the auditor did not take into consideration
the use of direct care relief for filling vacant positions and it
is reasonable to assume that this was the cause of the excess
hours

.

The auditor does not believe that the Inn's explanation to be
reasonable since it only accounts for one-half of the excess.
It addition, the filling of direct care positions should be
charged to the appropriate position line item.

5. In preparing the final invoices for the contract period
ended February 28, 1990, the Inn improperly transferred costs
among cost categories. These transfers were made to keep within
the Department's 10 percent over and under cost category budget
limitation and recover costs to which it would not otherwise be
entitled.

The Inn stated that it recognized that the transfers were not
specifically approved and were omitted from the year end budget
revision. It stated that such changes have been historically
approved by the Department and that it would evaluate the
transfers with the Department in light of the overall contract
results.





V. DETAILED FINDINGS SECTION

1. COST ALLOCATIONS

A. ADMINISTRATIVE COSTS

The Inn did not allocate administrative payroll costs or other
costs, such as those associated with the operation of its
administrative offices, to other Inn programs and functions.

During the period March 1, 1989, to February 28, 1990, the Inn
incurred payroll costs of $1,013,793.02 for administrative
salaries. Although administrative personnel provide services for
Inn activities other than the shelter program, all of the costs,
except $42,926.57, were charged to the contract. We believe that
an allocation of these costs should have been made to other
programs.

We did not perform sufficient review work to ascertain an
appropriate allocation. However, a proper allocation of these
costs together with the associated payroll taxes and fringe
benefit costs would have resulted in a decrease in the cost of the
contract. In addition, we believe that allocations of maintenance
and housekeeping payroll costs should have been made to other Inn
activities.

During the period March 1, 1990, to June 30, 1990, we noted a
decrease in other administrative salaries. We were informed by
the chief financial officer that this was due to a change in Inn
policy in that a portion of these salaries were being charged to
direct care. We also noted that in this period $7,070.94 of
computer service contract cost was charged to the board-designated
fund. No such allocation was made in the prior 12-month period.
In this 4-month period, the Inn incurred payroll costs of
$231,750.67 for bookkeeper, secretarial and clerical, and other
administrative salaries.

The Inn also did not allocate administrative costs, such as those
associated with the operation of its administrative offices, to
other Inn programs and functions, such as the activities of the
board-designated fund and the Paul Sullivan Housing Trust (PSHT).
We did not determine the amount of charges that should have been
allocated because of time constraints. However, we did note a

number of costs that should have been allocated.

The administrative offices for the Inn are located at 434 Harrison
Avenue. The activities of the board-designated fund and the PSHT
are housed in this building. Two floors of the building are
principally used for activities of the board-designated fund, one
floor by PSHT and one floor by the financial and accounting unit
that services all Inn activities. We arbitrarily selected 8

bills for telephones located at this address. We found that these
bills totalled $10,049.20 and all were charged to the contract.
We also reviewed 37 arbitrarily selected utility bills. Of these,





7 totalling $35,392.00 were properly charged to the contract; 16
totalling $2,644.43 were charged to the contract, but should have
been allocated to other Inn activities; and, 14 totalling
$1,686.31 were charged to the contract, but should have been
directly charged to other Inn activities.

In addition, we noted that during the period March 1, 1989 to
February 28, 1990, the Inn charged all of the costs of its
computer maintenance contract, totalling $19,899.84, to the
contract. However, in the subsequent contract period, 20 percent
of these costs were charged to the board-designated fund.
Charging 20 percent of these costs to the board-designated fund in
the first period would have resulted in $3,979.96 less being
charged to the contract.

Administrative and general types of expenses such as postage,
office supplies and printing and reproduction, were not generally
allocated to other Inn activities. In a review of May 1990
invoices for these types of expenses, we found that the only
charge to the board-designated fund was $1,365.00 for 50,000
envelopes. All other invoices for these types of expenses were
charged to the contract.

All vehicle operating expenses were charged to the contract,
despite the fact that at least two vehicles were assigned to
activities of the board-designated fund. In addition, although 50
percent of the executive director's time was charged to the board-
designated fund, all of the operating expenses of the vehicle
assigned to him were charged to the contract.

Based on the above, we have concluded that many operating expenses
that should have been charged to other activities of the Inn were
charged to the contract.

Recommendation

We recommend that the Inn be required to determine the appropriate
allocation for all of its administrative costs and make the
necessary adjustments to the costs charged under this contract.
We also recommend that the Inn obtain Department concurrence for
payroll costs now being charged as direct care that were formerly
included as administrative payroll costs.

Inn's Response

We concur with the auditor's observation that, at this stage of
its growth, the Inn should begin employing a cost allocation plan
rather that the specific attribution method previously used. The
Inn's historical accounting practice for expenses not funded by
the DPW contracts such as fund raising and the Paul Sullivan
Housing Trust (PSHT), have been on a direct attribution method. In
the contract year 1990, we estimate that the other activities
described by the auditor represent less than 10% of the total
contract reimbursable expenses. Therefore, the preponderance





of these expenses are reimbursable under the contract.

Nevertheless, the Inn recognizes, with the growth of its
operations, the benefit of a cost allocation system. We have
recently taken initiatives to move in this direction, as noted
above, with the allocation of computer maintenance expenses for
the four month period ended June 30, 1990. We have continued to

refine our accounting procedures since the audit period. During
the fiscal year ended June 30, 1991, a transfer of approximately
$266,000.00 was made from the Board Designated Fund to effect an
allocation of administrative expenses to other activities of the
Inn. Further initiatives were taken during fiscal year 1992; an
allocation methodology has been implemented to apportion
administrative costs to the Board Designated Fund and other
activities. The Inn will review the acceptability of this plan
with the Department.

Auditor" Comments

Although the Inn indicates that corrective action is being taken,
it does not address the matter of the improper charges to the
contracts reviewed, which are significant. In addition, making a
lump sum transfer, as it did in fiscal year 1991, is not an
acceptable practice, since it makes budgetary control impossible.

B. CHARGES TO SHELTERS

In many cases, the Inn either did not allocate expenses among the
shelters, that it should have, or made inappropriate allocations.
The improper allocation of expenses limits the Department's
budgetary control over costs, since the actual costs of operating
each shelter will be distorted. Most of the administrative costs
that should have been allocated to Inn activities other than
shelter operations were charged to the PSS.

Since future budgets for the Inn's activities will be based on
historical costs, it is important that costs be charged to the
appropriate shelter.

As pointed out in various parts of this report, the Inn did not
maintain shelter costs appropriately. In addition, in our review
of invoices charged to the contract, we noted several that should
have been allocated among the shelters, but were not. For
example, an invoice for trash removal in the amount of $5,345.00
indicated the following charges:

PSS $3,432.00
FPS 1,430.00
SPS 428.00
Additional charges 55 . 00

Total $5,345.00

Despite the invoice indicating the shelters involved, the total
amount of the invoice was charged to PSS.
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Recommendation

We recommend that the Department take action to assure that the
Inn's accounting system properly reflects costs on a shelter
basis

.

Inn's Response

The Inn agrees that the accounting system should record expenses
by shelter as a tool for good financial and management reporting
as the auditor recommends. However, during the year under audit,
the Inn had a single contract with the Department and it has
charged aggregate costs appropriately. During the fiscal year
ended June 30, 1991, the Inn initiated an allocation methodology
for those costs not directly related to a specific shelter based
on the number of beds per shelter.

Auditor's Comments

The Inn did not appropriately charge costs to the contract. The
contract contains five shelter budgets and a separate monthly
invoice was required for each shelter. These invoices are
prepared by budget category and show the program amount (budget),
balance to date, invoice amount, and the current balance for the
category. Because of the failure to properly record shelter
costs, these monthly invoices do not correctly reflect the
financial status of each shelter.

2. PAYROLL AND PERSONNEL

The Inn should improve its administration of personnel matters in
several areas. We noted problems in the control of leave taken,
maintenance of personnel records, and the authorization of
salaries and wages.

A. LEAVE TAKEN

We traced the leave paid to 10 employees from the payroll register
for the pay day May 25, 1989, to the employees' leave records.
The Inn could not locate the record for one employee that had been
terminated and paid for 40 hours of vacation time. In addition,
for the remaining nine employees, we found that in three cases,
the leave paid was not correctly posted to the employee's leave
record. In one case, an employee was paid for 16 holiday hours,
but 2 hours of compensatory time taken was posted to his leave
record. In another case, an employee was paid for 20 hours of
sick leave which was not posted to his leave record. In the third
case, an employee was paid for 30 holiday hours and only 24 hours
was posted to her leave record.

The above three errors result in the Department having the
potential for paying for 40 hours of leave twice, since the
employees' leave records still indicate that they are entitled to
leave already taken. In addition, the Department could also pay





for the needed replacement personnel twice.

In a recent review, Department auditors performed a similar test
for 11 employees and found that two employees were paid for 26

vacation hours that were not posted to the employees' leave
records.

During the period under review, supervisors were responsible for
maintaining employees' leave records. Currently, leave records
are maintained centrally by the firm that processes the Inn's
payroll. Leave taken is entered on each employee's time sheet and
is transmitted via computer terminal to the payroll service at the
time the weekly payroll data is entered. There is no independent
verification of leave postings. Although leave taken is shown on
the payroll register, leave credited to each employee and each
employee's leave balance are not shown. According to the Inn's
chief financial officer this information can be obtained if one
has the ability to use a reports program used by the payroll
processing firm. At the time of our review, the Inn had no
employee capable of using this program, but had plans to have an
employee trained in its use. Under these conditions, it was not
possible to review the accuracy of employee leave balances.

Recommendation

Because of the number of errors noted which represent a potential
for the duplicate payment of leave as well as the cost of
replacement employees (direct care relief), we recommend that the
Inn review the leave records for each current employee for a

reasonable period of time to assure that all leave taken has been
properly charged to the employee. In addition, the current method
of accounting for leave relies totally on one employee. We,
therefore, recommend that another employee or method be used to
prove leave entries on a periodic basis.

Inn's Response

We concur with the auditor that the accounting for leave needed
improvement and, as noted, have improved the system. Although the
auditor's commentary on the "current method" is outside the scope
defined in Section III of the report, we would like to clarify the
"current method," including the initiatives taken to improve the
control environment in this area. As noted in the audit report,
the Inn uses an outside firm to process its payroll and more
recently to account for each employee's earned time. Each
employee's balance of earned time is maintained on the payroll
system. Individual employee balances are available weekly. A
report is generated on a monthly basis and is issued to each
employee's supervisor via the unit administrator or director for
review. The report lists each employee and their time taken and
the ending balance. If there are any discrepancies, they are
researched and corrected. This system with periodic review,
should improve accounting for leave.
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The auditor's sample was small and may not be representative since
10 employees tested represent less than 5% of the Inn's total
employees. In connection with the Inn's fiscal year ending June
30, 1992, we will perform a detailed review in this area and make
the appropriate adjustments, if any.

Auditor's Comments

The auditor's test was not intended to be a representative
sample. If it were, he would have extrapolated the results of his
test and arrived at a significant questionable cost. The
auditor's test was made to determine if a problem existed in the
recording of leave taken.

It is appropriate in this type of audit to review newly
established procedures to determine if they correct a problem
noted during the review. The Inn's new procedures, while an
improvement, are not directed at the problem found by the auditor,
which was the recording of leave taken. The new procedures still
rely on one individual to correctly post the leave taken. As far
as supervisors currently reviewing leave records on a monthly
basis, supervisors were responsible for maintaining leave records
during the period tested. Furthermore, the current procedures
rely on the supervisor's memory of the prior month's leave
activity or make it necessary for him/her to maintain separate
leave records.

B. SALARIES AND PAY RATES

We arbitrarily selected 15 employees from the two payroll
registers reviewed and traced the rate of pay or salary indicated
to the employees' personnel record. In only one case, we were
able to verify an employee's salary at the payroll date.
Effective internal controls dictate that an employee's personnel
folder contain an authorization signed by an official of the
organization indicating the employee's current rate of pay. None
of the folder's contained such an authorization.

Recommendation

We recommend that pay rate authorizations be placed in each
employee's personnel folder.

Inn's Response

The auditor's comment could be interpreted to mean that pay rates
are not authorized; to the contrary, the Inn has historically
documented authorization for all of its employee's salaries and
rates through the weekly time sheets which are authorized by each
program administrator. The time sheets include any initial salary
or pay rate, as well as subsequent changes. We recognize that if
such information were maintained in the personnel records, the
audit trail would be improved. It should be noted, however, that
"effective internal controls" dictate that each employee's rate of
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pay be properly authorized, not necessarily that such information
be maintained in each employee's personnel folder. We appreciate
the auditor's observation on filing procedures and have recently
implemented a Payroll Change Notice form which will be maintained
in each employee's personnel file and be used to document the
salary history of each employee, including the appropriate
authorizations.

Auditor's Comment

Effective internal controls require not only the proper
authorization of pay rates but also control over the documentation
authorizing the pay rate. The latter was absent in the procedures
followed by the Inn.

C. PERSONNEL RECORDS

The contract requires the provider to maintain personnel records
for each employee that include, at least, the following:

a. A statement of job description and responsibilities;
b. A statement of job qualifications; and,
c. Resume of employee, including name, address, and social

security number.

None of the 15 personnel folders we reviewed contained all of the
above. All of the folders included the employee's name, address,
and social security number. In addition, they contained
performance evaluations, employment applications and often little
else

.

Recommendation

We recommend that the Department take steps to assure that the Inn
complies with contract requirements concerning personnel records.

Inn's Response

The contract does not explicitly state that the documents
referred to above be maintained in the employees' personnel
folders. In accordance with Section 2.3(B) of the Contract
Statement of Fiscal Conditions, the Inn "shall maintain personnel
records for each employee funded in whole or part under the
contract," including job descriptions for all positions at the Inn
in a centralized folder.

Additionally, the majority of individuals applying to the Inn,
especially for entry level jobs, do not have professional resumes.
Each applicant, however, fills out an application form, which is
included in their personnel file and provides the relevant
information, including name, address, job qualifications, etc.
Our personnel records are in compliance with the provisions of the
contract; however, we recognize that our records could be
centralized and have recently taken initiatives to implement a new
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Human Resource Information System to achieve this objective.

Auditors Comments

The auditor believes that the intent of the contract provision,
which is Section IV. C. of the EOHHS General Conditions, is clear,
if not explicit. The auditor would agree that a job application
would suffice if a resume is not available. As to the maintenance
of job descriptions in a centralized folder, we examined seven
such job descriptions and only one could be associated with an Inn
employee. The remaining six did not indicate the name of the
individual ( s) holding the position.

D. LEAVE POLICIES

The Inn's leave policies are, in some cases, contrary to
Department policies and appear to be liberal.

The Inn's audited financial statements show a liability for
accrued vacation of $307,627.00, that includes $75,556.00 for
vacation time earned during the contract period but not used.
Since the Inn charges the Department through its contract for
vacation time taken and/or paid, the accrued vacation in effect
represents a liability to the Department. During the contract
period the Inn provided all employees with the following time-off:

Holidays 11 days
Vacation 15 days
Sick 10 days
Personal _3_ days

Total 39 days

The Inn provided administrators with an additional 5 days vacation
and other employees with an additional 5 days after 5 years
employment. All employees are also provided with 3 days of
bereavement leave annually.

During the contract period, the Inn permitted the carry over of
unlimited vacation days and 10 sick days. It permitted employees
to convert up to 10 sick days carried forward into 5 days
vacation, or to receive 5 days pay in lieu of the conversion.
This practice appears to be contrary to the Department's sick
leave policy which is to only pay for sick leave when it is taken
for that purpose.

Subsequent to the contract period, the Inn changed its time-off
policy. It now provides all employees a 39-day earned-time pool
in lieu of vacation, sick, holiday and personal time.
Administrators receive an additional 5 days and other employees
receive an additional 5 days after 5 years employment. Any time
taken off is charged against the pool. Employees are still
granted bereavement leave, which is not included in the earned-
time pool. Since the earned-time pool is vested, employees can
carry any unused portion forward. We believe that this policy
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will increase the Department's liability for accrued leave. In

addition, it is not in compliance with the Department's policy of

only paying for sick-time when it is taken for that purpose.

We also believe that the granting of a minimum of 3 weeks vacation

to all employees is liberal. The Department measures the

reasonableness of a provider's fringe benefits by reference to

those granted State employees. State employees are not given 3

weeks vacation until they have been employed for 4 and a half
years. A review of the Inn's compensatory time policies also
indicate that it is more liberal than the policy followed by the
Commonwealth.

Recommendation

We recommend that the Department require the Inn to revise its
leave policies and submit them to the Department for approval. If
the Inn desires to be more liberal in its policies than, the
Department considers reasonable, it should be required to pay for
additional time granted to employees from funds other than those
furnished by the Department. The Department should also consider
requiring the Inn to adjust its accrued liability for vacation
time and make an appropriate adjustment for sick leave converted
to vacation time or paid for in cash.

Inn's Response

The auditor compares the Inn's policies with those of the
Commonwealth; however, a more appropriate comparison should be
made with similar nonprofit organizations. We have conducted an
internal survey of several similar local organizations and have
found that our policies, in particular, the number of days leave
are similar.

In summary, the survey results were as follow:

Non-Profit Organizations Number of Days Off/Year

A 32-47 days
B 42 days
C 35-42 days
D 36-46 days

We disagree, therefore, with the auditor's characterization of the

Inn's leave policies as "liberal".

Historically, the Department has received copies of the Inn's
personnel policies whenever they have been issued or revised
through the period under audit. We understand the Department does

not have a copy of our current policy which we will provide. We

have never had any indication, prior to this audit, that any of

the benefits were unacceptable or "liberal" either singly or as a

package. We appreciate the auditor's commentary on the compliance
aspect of sick time and the Inn intends to meet with the
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Department to discuss its current earned time policy, including
the treatment of sick-time.

Auditors Comments

The auditor states the criteria he used to determine the
reasonableness of the Inn's leave policies. The reason this
criteria was used is stated on page 14 of the report. The study
made by the Inn was not furnished to the auditor and the summary
presented does not give any background concerning the "similar
nonprofit organizations." In addition it is not relevant since it
does not address the criteria used. If the Inn disagrees with the
criteria, it should discuss the matter with the Department. The
Inn did not address the improper charges to the contract due to
its failure to adhere to Department policy.

E. RETIREMENT PLAN

The Inn provides its employees with retirement benefits through a
tax sheltered annuity (TSA) under section 403b of the Internal
Revenue Code.

To be eligible to participate in the plan an employee must 1) be
employed by the Inn at the time the contribution is made (usually
during February); 2) be employed for at least 1 year as of
December 31 of the year preceding the contribution date; and, 3)
have been a full-time employee as of the same December 31 or, if a
part-time employee on that date, have worked at least 1000 hours
during the calendar year. The Inn's contribution to an employee's
account ranges from 1.2 percent of eligible wages after the first
year of employment to 6 percent after the fifth year. An employee
becomes fully vested upon entering the plan.

Since State employees do not become vested for retirement benefits
until they have been employed for 10 years, we believe that the
vesting of employees after 1 year employment is liberal.

Recommendation

We recommend that the Department's participation in the Inn's
retirement plan be limited to a more reasonable vestment period.

Inn's Response

We consider the characterization of the plan vesting period as
"liberal" based upon the auditor's comparison of the Inn's vesting
period with the State vesting period inappropriate. The auditor
has not fully evaluated all aspects of each plan, including the
level of employee contributions and employer match. We believe
benefit plans can only be compared by evaluating the total benefit
package

.

It should be noted that the Inn adopted the current tax sheltered
annuity plan in 1983. Before the inception of the plan, the
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Department was given a copy and it was accepted, including the
vesting schedule. In subsequent years, with the submission of the
Inn's personnel policies, the contracting process and the
prequalif ication process, disclosure of the Plan has been made to
the Department.

Auditor's Comments

There are a number of differences between the State plan and that
of the Inn. One being that the State plan requires an employee
contribution whereas the Inn's plan is fully funded by the State.
As previously pointed out, the Department measures the
reasonableness of a provider's fringe benefits by reference to
those granted State employees. In addition, the auditor's finding
is limited to the vesting period.

F. "BEEPER" AND "KEY" PAY

During our review of the payroll register for the May 25, 1989,
pay day, we noted that two employees were paid an additional
$125.00 per week for carrying a beeper. We also noted that during
this week, the Inn paid 11 employees "key" pay ranging from $7.50
to $56.10 per employee and totalling $220.60. On an annual basis
these payments would amount to about $24,470.00.

The Inn's chief financial officer stated that the "beeper" pay was
reimbursement for the employees being on call. Since the Inn has
staff as well as a police officer on duty at its shelters, the
need for this payment is questionable. In addition, there is no
provision for such payments in the contract. He stated that "key"
payments are additional pay given to an individual who "stands-in"
for an absent supervisor. However, we noted one employee was paid
a "key" payment even though he was absent for the week.

Recommendation

We question the "beeper" and "key" payments to employees because
they do not appear to be warranted nor are they authorized by the
contract. We also recommend that in the future the Inn request
approval from the Department in writing for unusual payments to
employees

.

Inn's Response

Based on our review of the contract, we cannot cite any provisions
which indicate that such payments are unauthorized, as indicated
by the auditor.

"Beeper" pay is paid to operations and maintenance staff who
rotate carrying the beeper and must be available in the event of
an emergency. It is common practice in industry. Since these
employees are on call and must respond, it limits their
flexibility and use of their off-duty time. Considering these
restrictions, this payment is included in such employees total
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compensation package.

In addition to its prevalence as a routine practice in many large
organizations, beeper pay is cost effective, compared with having
qualified staff on duty 24 hours a day. or staff problem.
Maintenance beepers are a routine practice in many large
organizations. Beeper pay is cost-effective, compared with having
qualified staff on duty 24 hours a day. The police officer and
the counselor staff on duty are not trained to respond to the type
of emergency that would require a program operations or
maintenance staff person. For example, if the boiler stops
functioning on a cold winter night, one of the maintenance staff
must be accessible to quickly correct the problem.

As noted, "key" pay is given to individuals who assume the duties
and responsibilities of an absent supervisor. This ensures
accountability, especially on weekends. Counselors who "carry the
keys" are appropriately compensated for this additional
responsibility, and this payment is considered part of their total
compensation package.

Again such payments/costs are common in the industry and are
allowable under the contract; if necessary, we will discuss this
matter further with the Department.

Auditor's Comments

The auditor disagrees with the Inn's response. For example,
"beepers" are worn so that an individual's flexibility will not be
unduly limited -- he or she does not have to have a telephone
readily available as was once the case. Although the use of
"beepers" is a common practice in the industry, the auditor knows
of no case where an employee who carries a "beeper" is paid
$125.00 a week for so doing. Maintenance personnel who are called
in on off-duty hours are normally paid a premium to compensate for
the inconvenience. Administrators are not usually paid for this
inconvenience as it is normally considered a part of their
responsibilities and duties. The auditor does not agree that
these costs are allowable under to the terms of the contract.

The auditor believes that the Inn's comments concerning "key pay"
are unfounded.

G. DIRECT CARE RELIEF

Direct care relief is budgeted under the Contracted Support
Services cost category and is defined in the Executive Office of
Health and Human Services (EOHHS) Purchase Manual as payments to
an individual or to an organization to provide services on a
temporary basis that are routinely provided by personnel listed in
Cost Category II.

A review of the payroll register for the week ended May 25, 1989,
indicated the following:
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Hours Relief Hours Difference
Absent Worked (Over) /Under

Direct care 516.0 1,312.5 (796.5)

As can be seen from the above, the excess hours used by the Inn
were equivalent to about 20 full-time employees.

The EOHHS Purchase Manual states that payments for direct care
relief should not be paid to employees. We believe that the
principal reason for this requirement is that it is the policy of
EOHHS not to pay for employee benefits for relief personnel. The
Inn uses individuals in its employ for direct care relief. We did
not note any payments to direct care relief employees for
vacation, sick or personal time.

The Inn's chief financial officer stated that the excess hours
were probably used to fill vacant positions. He did not document
this position. However, if this were the case, the cost to fill
these positions should have been charged to the direct care
position being filled and not to direct care relief. By charging
direct care relief, both the cost of direct care and direct care
relief are distorted.

Recommendation

We recommend that the Department require the Inn to justify its
use of direct care relief employees for the week reviewed. If it
is unable to adequately justify such use, the Department should
require the Inn to justify its direct care relief charges for both
contract periods and, if necessary, make adjustments to both
contracts. In addition, the Inn should be required to document
the use of direct care relief in the future.

Inn's Response

The auditor's analysis of "excess" hours of relief work does not
take into account the Inn's use of direct care relief staff to
fill vacant positions. We believe that the relief hours are
reasonable since our records indicate that in May 1989, at least
10 positions were vacant at the Inn. The Inn employs direct care
relief individuals who do not work for the Inn in any other
capacity. The relief workers do not receive fringe benefits,
including earned time benefits. This practice, as noted by the
auditor, is consistent with EOHHS policy.

We will meet with the Department, if necessary, to review the
usage of direct care relief and the presentation of these expenses
for contract reporting.
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Auditor's Comments

The auditor was informed subsequent to the audit that the 10

vacant positions were during one week in May 1989, not in the
month of May. In addition, the week in which these positions were
vacant was not the week tested by the auditor.

We do not believe it to be reasonable to conclude that the excess
direct care relief time is due to vacant positions when the Inn
can only account for 10 of 20 positions in one week in May.

3. MANAGEMENT ISSUES

A. ACCOUNTING

We noted several practices followed by the Inn that bring into
question the validity of the charges to the Department for costs
incurred under the contract. These included the transferring of
costs among cost categories and the processing of undocumented and
unexplained journal entries.

1. Transfers Among Cost Categories

Costs were transferred from cost categories that exceeded contract
cost category budget limitations to cost categories that had
available balances. This was done to recover costs that would not
otherwise be recoverable due to budget limitations.

An integral part of each cost reimbursable contract is a contract
budget by cost category (as defined by EOHHS ) which is a plan that
indicates the resources and level of effort agreed upon to
accomplish contract objectives. In the case of the contract under
review, there were five contract budgets, one for each of the
shelters. It is EOHHS policy not to require a contract amendment
if the parties agree upon changes to a contract budget that do not
affect the maximum obligation and which do not involve a change of
10 percent or more in any cost category. The changes include
modifications which either increase or decrease a cost category by
10 percent.

Although there were five contract budgets, one for each of the
shelters, according to Department it was agreed that the Inn could
transfer costs among budgets. However, there was no agreement
that transfers could be made among cost categories.

The contract was amended on February 28, 1990, and changes were
made to the contract budgets, some of which were substantial.
Thus, there was mutual agreement on the last day of the contract
period as to what were acceptable contract budgets. Nevertheless,
adjustments totalling $226,645.76, that we consider improper, were
made to transfer costs among cost categories to recover costs that
would not otherwise be recoverable. See EXHIBIT I.

One of the adjustments transferred $177,930.00 of administrative
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salaries to direct care/support salaries. The Inn's chief
financial officer stated that the salaries transferred were
principally other administrative salaries that he believed were
properly chargeable to direct care/support salaries. However, the
salaries of these positions were included in the contract budget
as administrative salaries. No change was made to the contract
budgets for this category when the contract budgets were amended
on February 28, 1990.

Another of the adjustments moved $39,500.00 from occupancy
accounts (repairs & maintenance and utilities) to general &
management accounts (liability insurance). According to the chief
financial officer, this was done because all insurance had been
budgeted under professional liability insurance and insurance
expense had been charged to occupancy accounts. This adjustment
was made to transfer all insurance expense to professional
liability insurance. However, we reviewed the general journal for
several months and found no insurance charged to occupancy
accounts. We also noted that all monthly charges for prepaid
insurance were made to the professional liability insurance
account.

Another transfer moved occupancy costs of $1,750.00 to
transportation costs. The last transfer moved $7,465.76 from
equipment to contracted services.

By transferring these costs, the Inn was able to recover costs
that it otherwise would not have received. Based on the amounts
billed, corrected by the improper transfers, the Inn was able to
receive $99,451.15 to which it would not otherwise have been
entitled. No other questioned or unallowable costs were
considered in this calculation. See EXHIBIT II

Recommendation

Since the above determination was based on the costs actually
billed by the Inn, we recommend that after the resolution of all
questioned costs, the cost category budget limitations be
recalculated.

Inn's Response

We recognize that the transfers were not specifically approved
budget items, as they were omitted from our year end budget
revision. Historically, such amendments have been approved by the
Department. We will evaluate these transfers with the Department
in light of our overall contract results for the year ended
February 28, 1990.

2 . Journal Entries

During the course of our review, we noted a number of journal
entries and postings to the general ledger that appeared unusual.
In most cases, we could not obtain sufficient explanation to
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satisfy ourselves that the entries were proper. Because of the
number and dollar value of these entries and our inability to
always obtain satisfactory explanations, we believe that the
contract costs indicated by the Inn's accounting system are
questionable. Examples of entries we noted follow:

Entry approved on March 3,
1990.

1990, for month ended February 28,

Accrued Payroll
MBTA
Direct Care Relief

Federal Income Tax Withheld
FICA Withheld
State Income Tax Withheld
Dental Insurance Withheld

43,392.98
1,005. 19

20,935.04
35,294.82
4,957. 52
17,636.61
7,444.26

The explanation for this entry was "To adjust liability for year
end Feb 28, 1990. See attached.". The attached data' indicated
that the general ledger liability accounts were understated with
three of the five accounts incorrectly having debit balances.
In our opinion, since the liability for payroll deductions does
not arise until the payroll is paid, there is no relationship
between accrued payroll and payroll deduction liabilities.
Therefore, decreasing accrued payroll to increase payroll
deduction liabilities is incorrect.

In addition, direct care relief is a payroll expense account.
It's use as an offset to adjust payroll withholding liabilities
would appear to be improper.

2. Entry approved on March 13,
28, 1990.

1990, for month ended February

Professional Liab.
Professional Liab.
Professional Liab.
Professional Liab.

Utilities - PSS

Ins. - PSS
Ins. - SPS
Ins. - FPS
Ins. - W&C

Repairs & Maintenance - PSS

13,600
11,100
11,800
3,000

00
00
00
00

19,750.00
19,750.00

The explanation given for this entry is shown on page 20.

In addition, as pointed out in section 3.A.I. of this report, a
number of transfers of costs were made among cost categories,
similar to the entry noted above. In most cases, these transfers
were not adequately explained or documented. As pointed out in
the sections l.A. and l.B. of this report, as well as elsewhere,
proper allocations of costs among Inn operations and shelters were
not made.

Recommendation

We recommend that the Department take steps to ensure that the

21





Inn's accounting system properly reflects the costs associated
with the operation of each shelter and program.

Inn's Response

We concur with the auditor's observations and have taken steps to
strengthen procedures to ensure that all journal entries are
properly substantiated with appropriate documentation.

B. FINANCIAL STATEMENTS

1. Effect of Year-End Closing Adjustments on Costs
Invoiced for June 1990

The year-end closing adjustments resulted in a net decrease in
expenditures of $2,008.19. The net effect on each shelter was as
follows:

PSS $(14,113.44) Decrease
SPS 2,413.59 Increase
FPS 7,884.34 Increase
W&C 1,807. 32 Increase

Total $ (2,008.19) Decrease

Since all four shelters had billed out the maximum allowable
budget obligations, any increase in costs would not result in the
Inn receiving additional funds. However, the decrease in PSS's
costs could result in additional questioned costs. Two cost
categories had significant decreases -- payroll taxes & fringe
benefits was decreased $6,785.00 and management & general was
decreased $33,537.78.

In the case of payroll taxes & fringe benefits, the summary of
postings used to prepare the June billing showed these expenses to
be $61,279.27. However, the Inn, after adjustments, billed
$59,141.00. The final amount was $54,494.27. The difference
represents a possible overbilling of $4,646.73.

In the case of management & general, a number of adjustments were
made that resulted in a decrease in expenditures in this category
of $33,537.78. Increases in three accounts in this category
amounted to $4,423.44. However, there were significant decreases
in two accounts. These were as follows:

Final Adjusted T/B Used (Decrease)
Account Amount To Bill Increase

Professional
Liability Ins. $ 2,035.23 $ 7,641.80 $ (5,606.57)

Interest (12,500.00) 19,854.15 (32,354.15)

As can be seen by the interest variance, June activity included
adjustments for prior months. This net credit activity resulted
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in no interest expense being charged for the period. Since these
adjustments were processed after the Department invoices were
submitted, we believe that credit should have been given to the
Department. We calculate the credit due to the Department for the
management & general cost category to be as follows:

Category amount per trial balance
on which invoice was based $34,616.54

Less: Transfers made by Inn $ 1,570.73
Amount not billed by Inn 14,464. 33 16 , 035. 06

Amount billed by Inn for June 1990 $18,581.48
June activity 1 , 078. 76

Overbilling in June 1990 $17,502.72

Recommendation

We recommend that the department question the overbilling in June
1990 for payroll taxes and fringe benefits of $4,646.73 and for
management and general expense of $17,502.72. We also recommend
that the Department determine if other year-end adjustments
warrant other contract adjustments.

Inn's Response

The auditor's finding indicates a potential overbilling of
$22,149. We will evaluate this matter further and review it with
the Department.

2 . Related Party Transactions

We noted that a superintendent of the Boston Police Department is
an Inn board member. The Inn paid about $423,000.00 during the
period of the contract to members of the Boston Police Department
for security services at its shelters. This relationship is not
disclosed on the Inn's financial statements.

Recommendation

We recommend that the Inn disclose this relationship in future
financial statements.

Inn's Response

The Inn has considered the auditor's comment and informed him that
no financial disclosure is necessary, in accordance with Statement
of Financial Accounting Standard (SFAS) No. 57, Related Party
Disclosures. Per paragraph 2 of SFAS no. 57, "Financial
statements shall include disclosures of material related party
transactions other than compensation arrangements, expense
allowances, and other similar items in the ordinary course of
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business." Per paragraph 24 of SFAS No. 57, a "related party" is
defined as:

"Affiliates of the enterprise; entities for which investments
are accounted for by the equity method by the enterprise; trusts
for the benefit of employees, such as pension and profit-sharing
trusts that are managed by or under the trusteeship of
management; principal owners of the enterprise; its management;
members of the immediate families of principal owners of the
enterprise and its management; and other parties with which the
enterprise may deal if one party controls or can significantly
influence the management or operating policies of the other to
an extent that one of the transacting parties might be prevented
from fully pursuing its own separate interest. Another party
also is a related party if it can significantly influence the
management or operating policies of the transacting parties or
if it has an ownership interest in one of the transacting
parties and can significantly influence the other to an extent
that one or more of the transacting parties might be prevented
from fully pursuing its own separate interest."

As noted above, the relationship described by the auditor does not
constitute a related party transaction, as such no financial
disclosure is required.

Auditor's Comment

The auditor disagrees with the Inn's position as the relationship
described by the auditor is defined in the excerpt of SFAS 57
quoted by the Inn wherein it states:

" *** Another party also is a related party if
it can significantly influence the management
or operating policies of the transacting
parties ***"

C. Other Questioned Costs

1 . Payroll taxes and fringe benefits

a. FICA

Based on the salaries and wages charged to the contract the FICA
expense that should have been charged to the contract was as
follows

:
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Payroll FICA FICA Difference
Shelter Charges Charqeable Charged (Over) /Under

PSS $3,096,923 $233,198 $253,562 $(20,364)
FPS 1,513,431 113,961 111,191 2,770
SPS 472,234 35,558 32,898 2,660
BAS 110,129 8,293 6,889 1,404
W&C 172,776 13,010 15,552 (2,542)
Totals $5,365,493 $404,020 $420,092 $(16,072)

We also noted that $220,968.00 paid to live-in staff at PSS, and
$22,556.00 paid to guest help at FPS, were not included as wages
paid on the Inn's IRS form 941's. Thus, these amounts are not
included in the above calculations. However, it is our opinion,
that the wages paid to live-in staff and guest help are subject to
FICA and should have been included on the Inn's IRS form 941 's.

By failing to do so, the Inn is not paying required FICA tax on
these wages and is depriving the individuals involved of social
security credits.

Recommendation

We recommend that the Department question the excess FICA
of $16,072.00 charged to the contract. We also recommend that the
Inn determine if the amounts paid to live-in staff are, as we
believe, subject to FICA.

Inn's Response

We agree with the auditor's findings that $16,072 more in FICA was
charged than should have been. However, we wish to point out that
FICA is only one expense in the category of "Payroll Taxes and
Fringe Benefits Expenses." The total expense incurred for this
category under generally accepted accounting principals exceeded
that which was billed to the Department by $116,530, indicating
that other expenses were incurred and accessible to the auditor
for review. As such, we believe that no contract overbilling
resulted.

During the period reviewed, live-in staff were paid a stipend of
$2.00 per hour, in the Department's cost reimbursement contract,
and this was not subject to FICA and other withholding taxes. At
that time, individuals who were participants in a rehabilitation
program, such as the live-in staff program were exempt from the
minimum wage laws based upon a 1987 opinion of the Inn's outside
legal counsel. This legal opinion was made available to the
auditor. As of July 1, 1990, with a change in the statute, the
rate was increased to the minimum wage (with no increase in the
Department contract), and each member of the live-in staff was
entered as an employee of the Inn with FICA and other withholding
taxes applied.
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Auditor's Comments

We agree that the Inn's general ledger shows expenses in this
category greater than it was reimbursed by the Department.
However, this category included expenses that were either not
reimbursable under the contract or were improperly charged to the
contract. These were:

Accrued vacation time $ 75,556
Excess retirement plan charges 24,942
Amount applicable to executive

director salary that were chargeable
to the board-designated fund 5 , 172

Total $105,670

The auditor reviewed all items in this category that were
chargeable to the contract. However, there may be other charges
to this category, such as severance pay, that were not reviewed.
In the case of workers' compensation, the Inn could furnish us
little information and referred us to its independent public
accountant. The information furnished by the latter, was
insufficient to allow us to review these charges in detail;
however, it did indicate that all workers' compensation expense
was charged to shelter operations. This would further increase
the improper contract charges to this category, as would the
charges applicable to administrative salaries improperly allocated
to Inn operations.

We also determined the relative charges to this category for both
shelter operations and the board-designated fund activities. In
the case of shelter operations, the charges in this category were
28.1 percent of salary and wages while for the board-designated
fund they were only 17.7 percent. While there may be reasons for
a small variation between the rates, the magnitude of the
difference indicates that shelter operations were charged a
greater portion of the expenses in this category than was properly
allocable

.

With regard to the live-in staff and guest help, we can find no
reference to a formal live-in rehabilitation program supported by
the contract; nor is there a limitation on the wages to be paid to
live-in staff and guest help in the contract budget. With regard
to the opinion of the Inn's legal counsel, while the auditor was
furnished a copy, it was received too late to afford him an
opportunity to evaluate its content.

b. State unemployment tax

Based on the salaries and wages recorded in the general ledger
about $888.00 more was charged to the contract for State
unemployment tax (SUTA) than we calculated as chargeable.

We determined that 89 percent of the salaries and wages paid by
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the Inn were charged to the contract. We allocated this
percentage of the SUTA charges to the contract and found that
$888.00 more was charged to the contract than we believe should
have been. We also noted that the SUTA charges to the individual
shelters were not in accord with the payroll charges to the
shelters

.

(Over) /Under
Invoiced

$ 20,112
(9,650)
(2,746)
(6,933)
(1,671 )

$ (888)

Amount Amount
Shelter Allocable Invoiced

PSS $28,458 $ 8,346
FPS 13,907 23,557
SPS 4,339 7,085
BAS 1,012 7,945
W&C 1,588 3,259

Totals $49,304 $50,192

(See EXHIBIT III.

)

Recommendation

We recommend that the Department question $888.00 of SUTA charged
to the contract.

Inn's Response

The auditor's "analytical review" supports the accuracy of the
charges for SUTA to the contract. The auditors analysis is not a
verification of SUTA expense since it does not take into account
staff turnover. Turnover is important because SUTA is based on
the first $7,000.00 of employee wages. As such, the SUTA charges
to the contract are valid and accurate .

Auditor's Comments

The auditor's work was neither an "analytical review" or a
reasonableness test. It was a calculation made to ascertain the
appropriate charges to the individual shelters as well as other
Inn operations. Staff turnover and the $7,000.00 limitation were
not factors in his determination because they apply equally as
well to both entities. It is obvious from the allocations made by
the Inn that neither factor was considered by it. In addition,
the amount questioned is understated in that it does not consider
the SUTA applicable to administrative staff whose salaries and
wages were improperly charged to shelter operations.

2 . Retirement plan

We noted that the amount invoiced under the contract was
$24,942.00 in excess of the amount properly chargeable. We also
noted that the Inn was using a method to invoice retirement costs
that we. believe to be improper and was not properly allocating the
plan cost to its various shelters.
In June 1988, the Inn accrued $100,000.00 as TSA expense and
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invoiced that amount to the Department. It arbitrarily allocated
$65,000.00 of this amount to PSS, $20,000.00 to FPS and $15,000.00
to SPS. Subsequently, an additional $29,693.00 was accrued and
invoiced and allocated to PSS. On March 15, 1990, $112,522.00 was
paid to the fund custodian, and an additional $10,125.00 was paid
on March 27, 1990. These payments totalled $122,647.00 and were
$7,046.00 less than the amount invoiced to the Department.

Our review indicated that at least $7,771.00 of the March 15,
1990, payment was for employees of the board-designated fund.
Although the March 27, 1990, payment of $10,125.00 was for the
account of employees of the PSHT, it was charged to the contract.
Thus, the Inn invoiced the Department $24,942.00 ($7,771.00,
$7,046.00, and $10,125.00) more than was applicable to the
contract.

Based on the method of billing the Department, the Inn received
$100,000.00 of the TSA expense about 7 months prior to making
payment. While accruals for fringe benefits may be acceptable, we
do not believe receiving a payment, of this size, 7 months prior
to making payment is acceptable.

In addition, we do not believe that the allocation of TSA expense
to the shelters was correct. Based on the salaries and wages of
the three shelters, we believe the following allocations to be
more acceptable.

PSS FPS SPS

Invoiced $94,693 $20,000 $15,000
Allocable 65,993 29,330 9,428
(Over)/Under $(28,700) $ 9,330 $(5,572)

TOTAL

$ 129,
104,

,693
-751

$ (24,,942)

Currently the retirement expense is included in the payroll tax
and fringe rate and is billed monthly. However, unlike other
items included in the rate that are paid monthly or more
frequently, retirement costs are paid annually. The amount
charged each month is about $8,500.00. We do not believe that
there is justification for the premature payment of these funds by
the Department.

Recommendation

We recommend that the excess payment of $24,942.00 made to the Inn
for the period March 1, 1989 to February 28, 1990 be questioned.
In addition, we recommend that the retirement expense be paid to
the Inn on an annual basis.

Inn's Response

The amount of the excess payment indicated of $24,942.00 is
incorrect as the PSHT amount of $10,125 was not charged to the
contract. Additionally, the total invoiced to the State was
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$129,693.00. The actual expense that should have been charged to

the contract, not including employees, was $120,693.00 -- a

$9,000.00 difference. The amount the auditor indicated does not
take into account the amount distributed to employees over the
past several years who had not as yet set up an account with the
fund custodian. Until an employee completes the necessary
paperwork to open an account, the Inn retains the distribution as
a liability until the account is opened, at which time the
distribution is made. The total unpaid liability at February 28,
1990, was $13,100 which includes certain amounts related to prior
years; however, such amounts should be recorded under the accrual
method of accounting.

The tax sheltered annuity is part of the category of expenses
"Payroll Taxes and Fringe Benefits" and as previously stated, the
Inn believes expenses in this category were exceeded by more than
the $9,000.00 overage. In light of the auditor's comments, we
will change the method of billing for this expense under an
accrual method of accounting, if so directed by the Department.

Auditor's Comment

The auditor's finding is in accord with the Inn's general ledger
and information furnished to him at the time of his review.
According to the Inn's records, the $10,125.00 was charged to PSS
and invoiced to the Department. It appears that adjustments,
including an accrual for this expense for prior years, which was
not timely recorded, may be the reason for the difference between
the auditor's stated overpayment and that stated by the Inn. The
accrual includes about $13,100.00 for years prior to fiscal year
1990. It is questionable that the Department has a liability for
these prior year expenses, some of which were incurred in fiscal
year 1986. It is the auditor's opinion that this matter should be
pursued during audit resolution.

3. Review of invoices

We only found several minor exceptions in our review of purchase
journal entries. However, we could not locate invoices or other
acceptable documentation for 8 of the 27 cash disbursement journal
entries selected. These entries totalled $3,569.82.

Subsequent to our review, the Inn informed us that it had located
the invoices and determined that one of the items, a payment for
$2,665.81 was inappropriately charged to the contract and that the
remaining seven items totalling $904.01 were legitimate expenses
chargeable to the contract.

Recommendation

We recommend that the Department disallow the $2,665.81
inappropriately charged to the contract.
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Inn's Response

We agree with the auditor's findings and will settle this matter
with the Department.

4. Payments to consultant (Interaction Associates, Inc.)

We were able to locate invoices totalling $37,280.00 supporting
payments to Interaction Associates, Inc. ( IAI ) of which $29,375.00
was charged to shelter operations and $7,905.00 to other Inn
operations. There were only three invoices for which back-up was
available. These invoices totalled $7,825.00. Of this amount,
$7,075.00 was charged to shelter operations and $750.00 to other
Inn units. Our review of the back-up indicated the following:

Invoice
Date

6-30-89
9-30-89
2-14-90

Totals

Amount Charged
to Shelters

Per G/L

$3,850
1,425
1,800

$7,075

Our
Determination
Per Back-up

Difference
(Over) /Under

$1,430 $(2,420)
750 (675)
870 (930)

$3,050 $(4,025)

We could not make determinations on the remaining invoices
that totalled $29,455.00. However, based on our review of the

three invoices, we believe that an additional $3,275.00 ($4,025.00
-$750.00) should have been charged to other Inn activities. In
addition, based on our review, we believe that there is a
likelihood that there were other charges made to shelter
operations that should have been allocated to other Inn
operations

.

The Inn was not consistent in charging general ledger accounts for
payments to this vendor. In addition, of the $29,375 charged to
shelter operations, $23,172 was charged to the PSS . We do not
believe that this represents a proper allocation of these costs.

In the contract extension period, March 1, 1990 to June 30, 1990,
we located IAI invoices totalling $13,800.00, of which $7,500.00
was charged to shelter operations and $6,300 was charged to other
Inn operations. Although there was no back-up to determine if
this allocation was reasonable, we believe it represents a more
reasonable allocation than that indicated by our review of the
three invoices for the prior period.

Recommendation

We recommend that:

a. ) The Inn review all the invoices for the services performed
by IAI, and justify the allocations made to the contract;
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and,
b. ) IAI be required to state on its invoices the work performed

and the individual ( s ) or group(s) that it worked with.

Inn's Response

Under our direct attribution method of accounting, some of the
expenses incurred through the contract with Interaction Associates
were charged directly to other Inn activities while certain other
amounts charged to the contract were not apportioned to other Inn
activities. At the Department's request, we will provide an
analysis of these expenses. In addition, we will request
Interaction Associates to provide more detail on their invoices,
on a prospective basis.

Auditor's Comments

The auditor does not fully understand the Inn's response, since
some charges were apportioned between the contract and other Inn
activities

.

5. Costs associated with capital items

The Inn paid its legal counsel $13,258.79 in connection with
the "Main building acquisition" and the "Rapid Service Press
building". This amount was charged to the contract. In addition,
it paid $32,810.79 in interest on a loan for capital improvements
to renovate SPS. The Department disallowed $15,742.00 of this
amount, but paid the Inn the remaining $17,068.79. The
disallowance was based on the contract prohibiting reimbursement
for capital costs. We are of the opinion that the legal costs in
connection with the real estate transactions as well as the
interest paid to the Inn for the SPS renovation loan are not
proper charges to the contract since they are associated with
capital transactions.

Recommendation

We recommend that the Department question the legal fees of
$13,258.79 and the interest of $17,068.79 as costs not properly
chargeable to the contract.

Inn's Response

We agree with the auditor's findings regarding the legal expenses.

However, we disagree with the auditor's comments regarding the
disallowance of interest expense. The interest was for a loan for
improvements to the St. Paul's Shelter that would make the site
habitable for 50 homeless women. During the fiscal year, in
negotiations with the Department regarding this line item, it was
agreed to by the Inn and the Department that the contract would be
reduced by the remaining $15,742.00 and that the $17,068.70 would
be retained by the Inn as it was allowed under the contract.
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Interest is an allowable cost under EOHHS regulations. We shall
review this matter with the Department.

Auditors Comment

The contract states that capital costs are not reimbursable under
the contract. In addition, the contract budget indicates that
housing for the program will be furnished by the Inn from
resources other than that provided by the Department. The
contract budget does not provide for improvements to SPS and only
$5,000.00 for maintenance and repairs at that shelter.

6 . Legal fees

In addition to the amounts noted above, the Inn charged the
contract $29,065.46 for legal fees paid to its legal counsel.
However, the invoice explanations for the fees were of such a
general nature we could not determine if the costs were properly
chargeable to the contract. For example, $13,438.76 was charged
for "general advice" and $3,298.64 for "determination of need".

Recommendation

We recommend that the Department question the $29,165.46 paid to
its legal counsel until adequate explanation of the fees are
furnished by the Inn.

Inn's Response

The general advice the auditor refers to is a variety of issues,
including items such as the change in the Inn's fiscal year (that
the Department requested), general insurance matters, zoning
issues, and many more. The determination of need pertains to the
Clinics, which are supported by the Department, and necessary
requirements to maintain the Clinics in a fashion that will allow
continued legal functioning so the medical needs of our guests can
be met. In our view, all of the legal expenses cited are proper
charges to the contract. In concurrence with the auditor's
recommendation, billings from our legal counsel are now presented
in much greater detail.

7 . Interest expense

It appears that in addition to the interest questioned above under
section 3.C.5. of this report, other charges for interest expense
were improperly charged to the contract. Although the initial
contract budget included interest costs, we could not determine
the amount approved in the final contract budget because of the
elimination of line items from the current budget format.
According to Department contract monitors, no documentation is
available detailing what was included in the final contract budget
categories

.

We were not able to make a detailed analysis of the interest
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charges reflected in the general ledger at February 28, 1990,
because of the condition of the Inn's records and the many
adjustments processed.

The only interest expense shown on the Inn's audited financial
statements for the operating funds was $23,805.00 in the board-
designated fund. Since that fund holds the notes for working
capital loans, this is the maximum interest we believe is
chargeable to the contract. However, because of the adjustments
made to the general ledger accounts, we could not determine the
total amount of interest charged to the contract.

Our review of entries to the general ledger interest accounts
indicated that the following items were charged to the contract.

a. Interest and penalties of $2,161.46 paid to the Internal
Revenue Service and the Commonwealth for the late payment of
withheld taxes. We do not believe that these are allowable
contract costs.

b. Interest of $8,780.38 invoiced to the Department for the late
receipt of payment of invoices submitted to the Department prior
to the contract period. In our opinion, while this may have
been an appropriate Department expense, it should not have been
charged to this contract. On the audited financial statements,
this amount appears to have been considered other revenue.
Department officials stated that they were aware of this matter
and it was done with their approval.

Recommendation

We recommend that:

a. Any interest and/or penalties for the late payment of Federal
or State taxes charged to the contract be disallowed;

b. The $8,780.38 of interest paid to the Inn by the Department
for late payment of invoices be charged to the appropriate
contract; and,

c. The Inn be required to furnish the Department for its review
a summary of the interest charged to the contract.

Inn's Response

We agree that the $2,161.46 interest paid to the Internal Revenue
Service was inappropriately charged to the contract and we will
settle this matter with the Department.

Since Department officials were aware and approved of the
$8,780.38 transaction, we believe proper authorization was
received. The method and contract charged were per Department
instructions

.

At the Department's request, the Inn will furnish the Department a

schedule of interest expense for the contract period.
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8. Transfers to donor restricted fund

The donor restricted fund is used to segregate contributions from
donors that desire their contributions to be used for a specific
purpose. We noted that adjustments totalling $64,043.00 were made
to the February 1990 balances transferring expenses to the donor
restricted fund. A review revealed that these adjustments were
not posted to the general ledger until after the February 1990
Department invoices were prepared and only one transfer of
$11,000.00 was considered in preparing the February invoices. We
believe that the Department invoices should have been credited for
the remaining $53,043.00 of these transfers, since they were paid
for with restricted contributions. In addition, all but $1,504.70
of the transfers involved line items in the consumables and
transportation cost categories and as shown by EXHIBIT II, the Inn
was fully reimbursed for charges to these cost categories.

At February 28, 1990, the donor restricted fund had a fund balance
of $185,633.00. Because of time restrictions, we did not
determine if any of the assets in the fund should have been used
to offset additional shelter program expenses. According to a
schedule prepared by the Inn, the preponderance of the assets have
been restricted to the purchase of capital items.

Recommendation

We recommend that the Department question the Inn's failure to
adjust the February 1990 invoices for transfers to the donor
restricted fund totalling $53,043.00.

Inn's Response

While we understand that this is not preferred practice, and will
change our procedures in subsequent years, the Inn did not credit
the February invoice because it believed that even after
transferring the donor restricted funds, expenses incurred were
greater than what was reimbursable under the contract.

Auditor's Comment

Although the Inn states that it will change its procedures, it
does not address its failure to give the Department credit under
the contract reviewed. We do not believe that a deficit, if one
exists, has any bearing on the Inn's entitlement to invoice the
Department for items already paid for by contributions.

9

.

Boston City Hospital grant

The Inn received a grant award from the Boston City Hospital of
$5,000.00 to be used to augment counselors' salaries at the Inn's
detoxification unit. Inn officials stated that this was an annual
award and was considered other income.

The contract states that should alternate sources of state or
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federal public funding become available to the contractor during
the term of the contract, the maximum contract obligation shall be

adjusted accordingly, pursuant to negotiation between the parties.
The contractor is required to notify the Department of
availability of alternative funding within 10 days of obtaining
the funding. We believe that this award is within the intent of
this contract provision and that the contract maximum obligation
should have been reduced by the amount of the award.

Recommendation

We recommend that the Department question the Inn's failure to
negotiate a reduction of $5,000.00 in the contract maximum
obligation as a result of this award.

Inn's Response

While the $5,000.00 grant was contemplated in the contract budget,
the Inn agrees that it was not offset against the counseling line
item in the contract budget.

Auditors Comment

Since the Department paid for all counseling salaries, it is the
auditor's opinion that the grant amount should be credited to the
Department.
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PINE STREET INN, INC.

TRANSFERS AMONG COST CATEGORIES AND SHELTERS

FEBRUARY 1990 DEPARTMENT INVOICES

CONTRACT NO. 75409000069
MARCH 1, 1989 TO FEBRUARY 28, 1990

EXHIBIT I

TRANSFERS TO/ (FROM)

SHELTER
AMOUNT

COST CATEGORY PSS FPS SPS W&C TRANSFERRED

ADMIN. SALARIES (84,962.00) (78,150.00) (14,818.00)
DIRECT CARE/SUPPORT 84,962.00 78,150.00 14,818.00 177,930.00

AFFECT ON SHELTER 0.00 0.00 0.00

CONTRACTED SERVICES 7,465.76 7,465.76
EQUIPMENT (5,885.81) (1,579.95)

AFFECT ON SHELTER 1,579.95 (1,579.95)

OCCUPANCY (1,750.00)
REPAIRS & MAINT. (19,750.00)
UTILITIES (19,750.00)

EQUIPMENT 1,750.00 1,750.00
MANAGEMENT & GEN.

LIABILITY INSURANCE 13,600.00 11,100.00 11,800.00 3,000.00 39,500.00

AFFECT ON SHELTER (25,900.00) 11,100.00 11,800.00 4,750.00

TOTAL TRANSFERRED 226,645.76





EXHIBIT II

PINK STREET INN, IRC.

AFFECT OF IMPROPER FEBRUARY 1990

ADJUSTMENTS ON EOHHS BUDGET LIMITATIONS

CONTRACT NO. 75409000069

TOTAL ALLOWABLE

TOTAL OF EXPENSES 10 PERCENT IN COMPUTING UNALLOWABLE -

CONTRACT BEFORE (OVER) /UNDER BUDGET LIMITATION OVER 10 \

COST CATEGORY BUDGETS TRANSFERS BUDGET LIMITATION (OVER) /UNDER LIMITATION

(NOTE 1) (NOTE 2)

ADMINISTRATIVE SALARIES 898,840.00 1,079,955.86 (181,115.86) 89,884.00 (89,884.00) (91,231.86)

DIRECT CARE/SDPPORT 4,051,995.00 3,873,024.29 178,970.71 405,199.50 178,970.71

TOTAL SALARIES & WAGES 4,950,835.00 4,952,980.15

PAYROLL TAXES & FRINGE

BENEFITS

TOTAL PERSONNEL COSTS

CONTRACTED SERVICES

OCCUPANCY

TRANSPORTATION

CONSUMABLES

EQUIPMENT

MANAGEMENT & GENERAL

TOTAL

1,180,520.00 1,190,712.33 (10,192.33) 118,052.00 (10,192.33)

6,131,355.00 6,143,692.48

1,228,317.00

334,511.00

82,276.00

428,457.00

37,175.00

357,079.00

1,203,634.76

372,415.26

80,529.71

428,464.00

44,658.63

307,476.13

24,682.24

(37,904.26)

1,746.29

(7.00)

(7,483.63)

49,602.87

122,831

33,451

8,227

42,845

3,717

35,707

70

10

60

70

50

90

24,682.24

(33,451.10)

1,746.29

(7.00)

(3,717.50)

35,707.90

8,599,170.00 8,580,870.97 18,299.03 103,855.21

(4,453.16

(3,766.13

(99,451.15

NOTES: 1. AN UNDER BALANCE IN THE TOTAL OF THIS

COLUMN INDICATES THAT THERE WAS SUFFIFIENT

ALLOWABLE UNDER CATEGORIES TO OFFSET

OVER CATEGORIES.

2. AN (OVER) AMOUNT IN THIS COLUMN MEANS

THE AMOUNT IS UNALLOWABLE BECAUSE IT EXCEEDS

10 PERCENT OF THE COST CATEGORY BUDGET

WITHOUT A CONTRACT AMENDMENT.





PINE STREET INN, INC.

STATE UNEMPLOYMENT TAX
CONTRACT NO. 75409000069

FISCAL YEAR ENDED 2/28/90

EXHIBIT III

ACTIVITY

PINE STREET
FORT POINT
ST. PAUL'S
BRAINTREE
W & C

TOTAL CONTRACT

TOTAL SUTA SUTA
PAYROLL ALLOCATION INVOICED

(OVER) /UNDER
INVOICED

3,096,922.87 28,458.17 8,345.53
1,513,431.01
472,233.97
110,128.88
172,776.14

13,907.18
4,339.44
1,011.99
1,587.67

23,557.27
7,085.03
7,945.42
3,258.75

5,365,492.87 49,304.45 50,192.00

20,112.64
(9,650.09)
(2,745.59)
(6,933.43)
(1,671.08)

(887.55)

DEPT. OF MENTAL HEALTH
EMPLOYMENT & TRAINING
EMERGENCY SHELTER
BOARD
DEVELOPMENT
COMM. RELATIONS

TOTAL OTHER

193,936.81
45,023.35
33,601.58
34,193.14

275,459.26
93,313.93

675,528.07 6,207.55

TOTAL 6,041,020.94 55,512.00





EXHIBIT IV

Pine Street Inn

444 Harrison Avenue, Boston, Massachusetts 021 18 Telephone (6 17) 482-4944

Fax (617)451-3310

Executive Director

Richard E. Ring

Acting Executive Director

Ralph W. Hughes

March 10, 1992

Ms. Claire Mclntire
Deputy Commissioner for
Financial Assistance Services
Department of Public Welfare
600 Washington Street
Boston, MA 02111

Dear Claire,

I am enclosing Pine Street Inn's revised response to the
audit performed on our Department of Public Welfare contracts
#75409000069 and 75400100069. As you are aware, this response is
the result of the efforts of Coopers and Lybrand on our behalf.

Thank you for your ongoing cooperation in the audit process.
I look forward to working with you in the resolution phase.

Yours

,

Ralph W. Hughes
Acting Executive Director

cc: Raymond Giachetti
Chris Reynolds, Coopers & Lybrand

Enclosure




